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2011 was a year of stable sales
and, as compared to 2010, brought
a growing number of transactions
in the primary residential market.

At the same time, the gradually
decreasing number of new projects
launched by developers translated
into a stabilized offer in the second
half of the year.
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Residential market in Poland
in the end of 2011

The results of a project monitoring study
conducted by REAS at the end of Q4 allow to
summarize the year 2011 in the residential
market. Last year saw an increase of the total
number of new residential units sold in the six
largest residential markets in  Poland
(Warsaw, Krakow, Wroctaw, the Tri-City,
Poznan and tdédz), though the number of
residential units launched for sale increased
even faster. As expected, we observed
a price drop of units launched for sale as well
as those sold and on offer. As a result, the
value of new transactions was lower than the
one noted in the year 2008, despite the fact
that the number of transactions concluded
during the previous 12 months was the
highest since the boom period in the year
2007.

It was also a year of a gradual deterioration of
mortgage lending conditions for the key
target groups, i.e. young families. Banks
significantly limited the share of new loans
denominated in foreign currencies. Growing
inflation together with a deposit war resulted
in an increase of interest rates for mortgage
loans in PLN. At the beginning of September,
the rules of the "Family on Its Own” program
changed considerably, while in mid-
September the Polish Senate decided on the
final form of the Developers’ Clients Protec-
tion Act.

According to preliminary estimates, the total
value and number of newly granted mortgage
loans in 2011 were comparable with 2010 (ca.
PLN 48 billion). Despite satisfactory results
noted in the previous year, developers, banks
and potential buyers are concerned about the
future of the residential market.

Supply

According to the results of a market monitor-
ing study conducted by REAS in Q4 2011, the
number of residential units launched to the
market in six major Polish agglomerations
slightly exceeded 7,300, i.e. lower by 17.5%
than in the previous quarter and lower by 14%
than the 12 months earlier. Throughout the
year, 37,500 dwellings were launched for
sale, i.e. 21% more than in 2010. Only the
record-breaking year 2007 saw the launch of
a larger number of residential units in the six
analyzed agglomerations.

These data are generally consistent with the
results published by GUS regarding the
number of residential units started by
developers and the number of permitted
dwellings in 2011. While the first indicator
amounted to more than 64,700 and increased
year on year by only 2.7%, building permits

were granted for more than 81,700 dwellings
and increased by 19.2% in comparison with
the previous year. As a result, 2011 brought
about a combination of several phenomena:
introducing units to the market whose
construction has officially started earlier;
launching sales directly after obtaining
a building permit prior to the official construc-
tion start; and finally, a new concentration of
developers’ activity in the largest agglomera-
tions and limited operations in smaller
markets.

Despite a fairly good and regular sales level,
the offer volume calculated for the six
analyzed agglomerations in the final quarter
of 2011 remained at a level of more than
48,000 residential units and during the
previous 12 months increased by more than
25%. The offer is dominated by dwellings
under construction, which constitute over 77%
of units offered for sale by developers.
However in comparison with the previous
quarter, the number of completed and unsold
units increased by close to 11%, and during
the 12 previous months — by more than 11%.
At the end of December, Warsaw offered
slightly over 4,000 completed and unsold
dwellings, slightly more than in the previous
quarter, however the total offering in this
category of units in the six agglomerations
was close to 10,500.

Therefore the supply level is high, though
when analyzing the current offering level, one
needs to bear in mind the effects of limited
developers’ operations in 2009. Consequent-
ly, in 2011 developers and housing co-
operatives delivered  slightly more than
54,000 dwellings and houses throughout the
country, almost equaling the result from 2007,
when developers completed slightly over
50,000 units. Therefore the current increase in
construction operations can be treated as
a compensation for the previous drop and a
response to the “supply gap” in the medium-
term perspective.

Demand and prices

In Q4 2011, the total number of transactions
(preliminary contracts) calculated for the six
analyzed markets increased in comparison
with Q3 by more than 8% and amounted to
almost 7,400. While the fourth quarter of the
year usually brings very good sales results,
one needs to bear in mind that this was the
first quarter after the introduction of changes
in the "Family on Its Own” program, which
had a negative impact on demand. Looking
from that perspective, the sales results may
be treated as satisfactory.

Throughout 2011, approximately 29,700
residential units were sold, 7% more than in
2010. A higher sales level in the six analyzed
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agglomerations was noted only in the record-
breaking year 2007, when the demand was
strongly driven by CHF denominated
mortgage loans. It is worth to remember that
a considerable part of units sold in the boom
period were purchased for investment
purposes and returned to the market in 2009
after buyers cancelled their preliminary sales
contracts. In 2011, investment demand was
insignificant, and the vast majority of buyers
made conscious purchase decisions in order
to satisfy their own housing needs. This
comparison shows that, in terms of the
number of transactions, the sales level noted
in the previous year should be considered
a success.

At the same time, one needs to point out that
the market climate was changing during the
year. While in the first six months good sales
results encouraged some developers to
slightly increase prices and launch more
expensive projects for sale, in the second half
of the year the market became much more
competitive and price reductions were
accompanied by additional special offers,
such as a free parking spaces or kitchen
furnishings.

The sales intensity in the six markets in Q4
2011, calculated as the ratio of units sold
during the quarter and the offer volume in the
beginning of the quarter, amounted to 15%.
Thus, it was higher by one percentage point
than in the previous quarter. For the first time
in six quarters, the number of sold units was
at the level of the number of dwellings
launched for sale, which resulted in
a stabilization of the market offer. However, it
is hard to tell whether this is the beginning of
a new trend or a temporary halt in the
launching new projects for sale.

It is also worth to consider the offer volume in
comparison with sales levels during the
previous four quarters. Generally speaking,
this index ranges from 133% in the case of
the Tri-City (i.e. the market offer constitutes
1.33 of the annual sales) to close to 200% in
Wroctaw, where at the current sales level, it
would take almost two years to sell all the
units offered in the market. In comparison
with the results noted 6 months earlier, the
indices in specific cities are much more
diverse. The most favorable situation is noted
in the Tri-City, where developers managed to
keep supply at a level that ensures smooth
sales, but remaining under 140% of sales in
the four previous quarters. The condition of
the Wroctaw market is most alarming, since
six months earlier the discussed index
amounted to 158%.

The increased number of transactions in
comparison with the previous year resulted
predominantly from adjusting the supply to
buyers’ expectations, as well as from price

reductions and promotional offers. In the
majority of cities the average prices, both
calculated for units newly launched for sale
and those exposed in the market, decreased
nominally, and the drop calculated for the six
cities amounted to ca. 5.7%. Considering that
the inflation rate is close to 5%, this means
a real price decrease.

As a result, despite a considerable increase
in the number of transactions, the value of
contracts concluded throughout the vyear
noted only a slight increase. Calculated for
the six markets, the increase amounted to ca.
3.6%: in the case of Warsaw and Wroctaw it
was close to 3-4%, in the Tri-City and Krakow
it reached 9%, while in Poznan and t6dz the
market value decreased considerably.

Nevertheless, sales in an average residential
project have been decreasing quarter on
quarter for a while now. This translates into
a diverse situation of individual development
companies: some note sales at a stable level,
while others have to cope with a considerable
drop in sales, causing liquidity problems. The
market is becoming increasingly competitive,
therefore we can expect further price wars
and more flexible payment conditions for
buyers.

REAS commentary and forecast

The relationship between demand and
supply in the nearest future will be influenced
by a number of factors which are difficult to
predict:

m  Passing the so-called developers’ act —
before it comes into effect — may result in
a temporary drop in residential sales —
suspended purchase decisions may
translate into increased sales in the
second half of the year. In terms of
supply, we might witness an increased
number of projects launched for sale until
April 28~ reinforced by concerns about
unfavorable changes in banks’ lending
policy.

m  Economic slowdown, inhibited growth of
wages and higher effective taxation may
result in a deteriorated public mood.

m  Accessibility of mortgage loans for buyers
and lending scale, resulting from the
decreasing creditworthiness of some
households, potential changes in the
lending policy of banks wishing to limit
the share of residential loans in their
portfolio, and potential  borrowers’
unreadiness for incurring debt due to the
uncertain situation in the labor market.

m Like today, some part of the potential
demand, ie. households with CHF
mortgage loans, will remain frozen and
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inactive. However, at the end of 2012, we
may witness a mobilization both on the
part of buyers and on the part of banks,

developers’ bankruptcy — on the contrary,
banks learned to react more flexibly to the
crisis as well.
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